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Glossary of Terms 


All-Up Weight Load Factor 
(%) the ratio: 


Revenue Ton Miles 


———___________—— x 100 
Available Ton Miles 

Available Seat Miles 

Total seats available for revenue 
passengers, multiplied by the number of 
miles those seats are flown. A measure 
of passenger capacity. 


Available Ton Miles 

Number of tons available for the carriage 
of passengers, cargo and mail, multiplied 
by the number of miles this capacity is 
flown. A measure of overall capacity. 


Express Ton Miles 

Freight Ton Miles 

Mail Ton Miles 

Tons of the applicable commodity carried, 
multiplied by the miles they are flown. 
Measures of commodity traffic. 


Operating Margin 
Operating profit as a percentage of 
operating revenues. 


1972 1971 Change % 
$583,262,000 $508,341,000 15 
537,770,000 480,085,000 “2 
8,648,000 1,662,000 
687,713,000 670,753,000 3 
5.7% 4.6% 
7,901,378 6,426,830 23 
65% 55% 
6.02¢ 6.39¢ (6) 
2,215,234 2,122,442 4 
24.28¢ 22.62¢ 7 
18,232 17,266 6 
Passenger Load Factor 
(%) the ratio: 
Revenue Passenger Miles 
——_ —__+~____— _ x 100 


Available Seat Miles 


Return on Investment 

Net income after income tax plus net 
interest expense expressed as percentage 
of average investment. Investment is the 
sum of long-term debt and shareholders’ 
equity. 


Revenue Passenger Miles 

Total revenue passengers carried multiplied 
by the number of miles they are flown. 

A measure of passenger traffic. 


Revenue Ton Miles 

Total tons of all revenue traffic carried 
multiplied by the miles they are flown. 
An overall measure of traffic. 


Yield 
Average revenue per revenue passenger 
mile or revenue ton mile. 
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To The Honorable 
The Minister of Transport 
Ottawa 


Sile 
The Board of Directors of Air Canada is 
pleased to submit its report for 1972. 

The airline marked its 35th anniversary, 
and from modest beginnings, has become 
one of the ten largest carriers in the world. 
It continues dedicated, with pride, to its 
role of serving Canadians. 


Key results 

Strong economic growth throughout most 
of 1972, coupled with improved marketing 
and service programs, produced a record 
profit after taxes of $8,648,000. Return on 
investment showed an encouraging trend, 
rising to 5.7% from the 1971 level of 4.6%. 
While this reflects modest improvement, 

it is inadequate by ordinary commercial 
standards, and is below the 6.3% return 
obtained in 1968 when net income was 
almost as large. 


Revenues and Traffic 
Total revenues amounted to $583.3 million, 
up 15% over 1971. 

The recovery of scheduled traffic, which 
grew by 23% for the Air Canada system, 
resulted in a 16% increase in passenger 
revenues to $475.7 million. The charter 
market produced $22.2 million, up 13%, 
while cargo rose 9% to $76.5 million. 

North American passenger traffic grew 
by 14%, better than the 11% increase 
registered on domestic routes by United 
States trunk carriers. Air Canada’s improve- 
ment occurred primarily on transcontinental 
routes. First class traffic was a contributor, 
with a 22% increase. 

Atlantic routes experienced substantially 
increased activity throughout the summer, 
and closed the year 59% ahead of 1971, 
while passenger miles travelled on southern 
services rose 10%, with Florida showing 
the strongest improvement in popularity 
among sun destinations. 

A combination of unfavorable factors — 
strikes by government air traffic controllers 
and radar technicians during January and 
February, the one-day hijack protest by 
world airlines pilots in June, adverse 
weather during the December holiday 
season — had a direct impact on net 
income of approximately $6 million. 


The system passenger load factor 
reached 65%, an increase of ten percentage 
points over the previous year and the 
highest since 1967. On the Atlantic, 
scheduled capacity increased 11%, but the 
heavy travel volume resulted in a 68% 
passenger load factor, compared to 47% 

a year earlier. 

The system yield per revenue passenger 
mile of 5.99¢ was 6% lower than the 6.35¢ 
yield for 1971, although this was offset 
by the higher load factor which made the 
profit possible. Similarly, the operating 
margin rose to 7.8% of revenues compared 
to 5.6% the previous year. 


Expenses 
Operating expenses were $537.8 million, 
up 12% over 1971. 

Inflation in the Canadian economy, 
which continued to push expense levels 
upward, amounted to 4.5%. The airline 
industry experienced a higher rate, which 
was estimated at 6% for the major United 
States carriers. 

The cost pressures experienced by Air 
Canada resulted in part from increased 
expenditures related to traffic volumes 
that were higher than had been anticipated. 
Other factors included additional main- 
tenance expenses and the cost of opening 
the Air Canada Terminal in Toronto. 
Significant unit cost increases were 
experienced for labor, fuel and airport 
and airway user charges. As a result, 
there was an upward trend in unit operating 
costs for the second consecutive year. 
The expense per available ton mile was 
24.3¢ in 1972, an advance of 7.5% over 
22.6¢ the previous year. 

A careful control was maintained on 
employment throughout the year, although 
additions were necessary late in the third 
quarter to cope with the ground handling 
and maintenance work load created by 
actual and projected system-wide traffic 
growth. To prepare for 1973 traffic 
volumes, pilot and cabin crew personnel 
were increased and training commenced. 

Salaries, wages and related employee 
benefits, a key source of cost pressure, 
represented 43% of Air Canada’s total 
operating expense. Salaries and wages 
increased $22.0 million or 12% over the 
1971 level. 

Depreciation and obsolescence charges 
rose by 9% to $64 million, reflecting a full 
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Salaries, Wages and Benefits 
Depreciation and Obsolescence 
Fuel and Oil 

Rent, Utilities and Communications 
Materials, Supplies and Services 
Sales Commissions 


Landing Fees and Terminal 
Assessments 


Advertising and Promotion 
Other Operating Expenses 


TOTAL OPERATING EXPENSES 


1969 1970 


($,000) 
$230,800 
64,010 
57,994 
35,869 
27,493 
20,633 


177,562 
13,051 
70,358 


$537,770 


O72 


Percent of Total 


42.9 
1159 
10.8 
6.7 
Bint 
3.8 


3:3 
2.4 
1331 


100% 


year’s operation of all Boeing 747 aircraft, 
the addition of 11 DC-9s to the fleet and 
the expansion of maintenance facilities. 


Financial Position 

Total assets increased $34.3 million 
during 1972 to a total of $834.3 million. 
Working capital rose $4.3 million to 
$27 million at December 31. 

Investment in property and equipment 
totalled $662.1 million at year-end after 
deducting accumulated depreciation. 
Capital expenditures amounted to $82.2 
million, including payments for five long- 
body and six short DC-9s, and for expanded 
maintenance facilities at Dorval, Toronto 
and Vancouver. Cash deposits of $945,000 
were refunded subsequent to the decision 
not to purchase four Concorde supersonic 
transports. 

Notes and debentures amounted to 
$640 million at year-end, with interest on 
them totalling $32.5 million, compared 
with $31.9 million in 1971. The major 
change in the year was an increase of 
$8.5 million relating to the financing of 
eleven RB.211 Rolls-Royce engines for the 
Lockheed L 1011. 

Share capital and retained earnings 
amounted to $47.6 million at year-end. 
The debt/equity ratio was 93/7, only 
slightly changed from 94/6 at the end 
of 1971. The ratio for the ten United 
States domestic trunk airlines and Pan 
American improved to 60/40 at year-end 
due to the predominance of equity financing 
in the past year. These carriers earned 
a $182 million profit after taxes for system 
operations in 1972, up from $41 million 
the year before. Their rate of return on total 
investment was 5.7%, compared with 
Ba) oneal 


Markets 
In Canada, the airline links the nation 
together. It offers passenger and cargo 
services for the businessman, unites 
families and friends and provides the 
promotion and services required to build 
a domestic tourist industry. Internationally, 
the airline helps establish and maintain 
Canada’s important ties with the world. 
As a service organization, it participates in 
the transportation needs of Canadians. 
Although the air industry has seen 
dynamic growth and rapid technical 
advancement, new travel concepts are 
emerging and the corporation’s planning 
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is being geared to meet these new 
challenges. 

While traditional business markets 
maintain a healthy rate of growth and the 
airline is continuing its efforts to serve 
them better, the industry is now exper- 
iencing a tremendous increase in leisure 
travel. Today's vacationer is price conscious 
and is demanding a total travel package. 
Therefore, the quality and value of the 
supporting products are now of major 
importance in this highly competitive 
market. 

In recent years, the emphasis at Air 
Canada has been on a properly planned 
and fully researched approach to the 
production and sale of the airline’s product, 
and this move was further strengthened 
in 1972. The evolution of the travel market, 
as it moves into the era of mass air 
transportation, is requiring changes in 
marketing style, with emphasis on con- 
sumer research and a concentrated 
approach to market development. 


Passengers — Canada 

During the year, 6.9 million passengers 
were carried on Air Canada’s scheduled 
domestic services. 

The airline concentrated on efforts to 
expand and improve its product during 
the year through the introduction of new 
services, the continued modernization of 
the jet aircraft fleet, improvement to 
schedules and an increase in capacity on 
many routes to meet growing demand. 

Sweeping changes were made to the 
Canadian fare structure, sharply reducing 
normal, long-haul rates and introducing 
a series of ‘’Explore Canada’’ promotional 
fares designed to stimulate intra-Canada 
travel on both long and short routes during 
periods when traffic is normally light. 

For example, the round trip economy 
class fare between Montreal-Vancouver 
was Cut from $290 to $262. By travelling 
during off-peak periods, this can be further 
reduced to $183. Air Canada continued 
its work with tourist interests in all parts 
of the country to stimulate new activity 
in the domestic travel industry. 


A new Maritimes Explorer Tour was 
marketed in conjunction with the tourist 
departments of the three Maritime 
Provinces, Eastern Provincial Airways and 
the Canadian Government Travel Bureau 
as part of the airline’s continuing program 
to develop discounted Canadian tour 
packages. A number of these programs 
such as the highly successful Skifari 
vacations to Western Canada were 
expanded. 

A major product innovation was the 
establishment on April 30 of Rapidair, 

a new service intended specifically for the 
commuter on the short-haul Montreal- 
Toronto route. Featuring streamlined 
check-in facilities and flight departures 
from designated gates at regular intervals, 
the concept was designed to meet the 
special travel requirements of the short-haul 
passenger on this high density route. 

With departures hourly, and every half-hour 
during peak periods, daily Rapidair flights 
were increased to 25 in each direction for 
the winter, up from 22 in the summer 
schedule. Some problems were encountered 
with the concept during the early months, 
due largely to a shortage of terminal space 
in Toronto, but by year-end the system 

was functioning with a high degree of 
customer satisfaction. 

Flights were also increased sharply on 
the busy Ottawa-Montreal and Ottawa- 
Toronto routes. At year-end, 16 operated 
daily between Ottawa and Montreal, up 
from ten at the end of 1971, with another 
16 between Ottawa and Toronto, an 
increase of four over a year earlier. 

Other improvements were made to the 
airline’s domestic schedule. A new non-stop 
service was inaugurated between Victoria 
and Calgary on April 29, using DC-9 
equipment. Between Toronto and Regina, 
a DC-8 was substituted for the daily 
non-stop DC-9 during the peak travel 
months and the summer non-stop DC-8 
between Montreal and Vancouver was 
increased from four to seven flights per 
week. 


Jet service was expanded to most Air 
Canada cities in northern Ontario with 
the addition of short-body DC-9s to the 
fleet. These aircraft were also used on 
flights between Toronto-London-Cleveland 
and Toronto-Windsor. Operated as a 
replacement for the 48-passenger Viscount, 


they were outfitted in a 75-seat, one-class 
configuration and provided a capacity 
increase for each of these cities. 

In the Atlantic Provinces, the company 
worked closely with Eastern Provincial 
Airways to coordinate schedules and 
operations. This resulted in improved inter- 
city service throughout the region. 

Numerous changes were made to 
streamline passenger handling, improve 
efficiency and increase travel comfort. 

In August, the company reached agreement 
with the Ministry of Transport to become 
the sole occupant by April, 1973, of the 
new passenger terminal at Toronto 
International Airport. To be known as the 
Air Canada Terminal, the facility will 
alleviate the serious crowding situation 
that has plagued all airlines operating at 
Toronto airport in recent years. The new 
building is designed to be expanded if 
additional space is required in the future. 

Air Canada continued to develop new 
measures and expand the use of existing 
techniques to increase passenger and 
aircraft security. During the year, 
specialized personnel were hired to 
augment the efforts of existing staff in 
screening passengers, operating weapons 
detectors and inspecting hand luggage 
at major airports. Meetings were held with 
government officials and with other airlines 
to devise methods to tighten security in 
and around airports, complementing where 
necessary, programs being undertaken by 
the Ministry of Transport. The company 
made plans to examine all passengers and 
hand luggage by early 1973. 


Passengers — International 

The company transported 1.2 million 
passengers on its scheduled international 
flights to the United Kingdom, Europe, 
the United States and the Caribbean during 
A972: 

Air Canada also encourages visits to 
Canada from abroad, and the importance 
of this traffic to the country can be illu- 
strated by the fact the airline brought 
almost 600,000 visitors to Canada last 
year. 


On Atlantic routes, new, low excursion 
fares, coupled with stricter government 
enforcement of charter regulations and the 
wide-spread publicity given to some 
cancelled charter flights resulted in 
unprecedented traffic growth on scheduled 
operations. However, Air Canada recognizes 
that the charter market continues to be 
an important segment of the air travel 
industry and the company is taking steps 
to ensure it will fully share in this growth. 

In this respect, the airline signed a 
$10 million contract in October with 
Suntours Ltd., to lease aircraft to that 
Toronto-based travel promotion company. 
The largest agreement of its kind ever 
undertaken by Air Canada, it calls for 
provision of DC-8 and DC-9 equipment for 
Suntours charter vacations to southern 
destinations from Toronto, Ottawa, Montreal 
and Halifax. The contract covers a period 
through September, 1973. 


After a series of meetings with other 
nations, the Canadian government 
announced in December new charter 
regulations which eliminate the contro- 
versial affinity requirements. Air Canada 
intends to take full advantage of these 
rules which became effective in April, 1973, 
and at year-end, plans were being made 
to market certain non-scheduled services 
through Econair Canada Holidays Ltd., 
an associated company formed to sell 
charter seats to travel agents and the 
consumer. 

The popular London Show Tour was 
repeated and the company also introduced 
a series of winter vacations to other 
European destinations. New packages were 
developed based on the successful 7-8-day 
inclusive tour fare that was first introduced 
during the winter of 1971-72. 

The company’s successful ‘’Sun Living” 
program for southern vacations was 
expanded for the 1972-73 winter season. 

A special effort was made to increase 
travel on trans-border operations through 
the production of a series of USA 
Adventure tours, and promotional pricing 
was used on certain routes as an added 
incentive. A Golfiesta program to southern 
California proved popular. 


The company remains hopeful bilateral 
discussions between the Canadian and 
United States governments will result in 
additional scheduled services. There is a 
need for new routes between a number of 
cities in the two countries to meet public 
demand, especially from points in the 
Canadian mid-west. 


Major Innovations 

The past year must be viewed as one in 
which significant long-term decisions were 
made, new service concepts started to 
evolve, and important product expansion 
was undertaken. 

In recognition of the requirement to 
become more closely involved with the 
hotel industry, negotiations were concluded 
with Allied Innkeepers (Bermuda) Limited, 
and Commonwealth Holiday Inns of Canada 
Limited (CHIC), in order to obtain a supply 
of quality hotel space in the Caribbean. 
Allied Innkeepers was established to hold 
the pooled hotel interests of CHIC and the 
Commonwealth Development Corporation, 
a consolidation which has more than 1,000 
rooms in eight properties on six islands. 
Canadian National Realties Limited, as 
representative of Air Canada’s shareholder, 
Canadian National Railway Company, 
holds one-third of the shares. The hotels 
are managed under contract by CHIC, 

a Canadian-controlled company, and the 
arrangements and marketing agreements 
pursuant thereto link Air Canada with the 
world-famous name of Holiday Inns. 
Agreements were also concluded with CN 
Hotels and Hilton Canada Limited, under 
which the airline will work with these firms 
to enhance business volume, services and 
other interests. 

A further developmental move was made 
in September with the offer to purchase 
a one-third interest in Wardair Canada Ltd., 
Canada’s largest charter airline. Foreign 
operators have made serious inroads in 
the Canadian charter market and the 
purchase will help both companies compete 
more effectively. Both airlines plan to 
maintain separate and competitive oper- 
ations in the charter field. 
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In December, the company contracted 
to sell to Pacific Western Airlines com- 
puterized reservations services through 
its modern ReserVec II system. The 
arrangement makes PWA the only other 
carrier in Canada able to offer passengers 
a fully computerized reservations service 
and it allows Air Canada to make more 
productive and economic use of its 
equipment. 

Computer-assisted check-in, pioneered 
in London, England and Miami in 1971, 
proved very successful and was imple- 
mented during the year in Vancouver. 
Present plans call for this capability to 
be fully operational at the new Air Canada 
Terminal in Toronto. 

The company entered into an agreement 
with Canadian National Railways in 1971 
to form CANAC CONSULTANTS LTD., 

a joint venture to sell management and 
advisory services covering all aspects of 
air and surface transportation, hotel and 
telecommunications systems on a world- 
wide basis. 

Operations have proved successful with 
a major project being undertaken for the 
East African community and proposals 
submitted for Ghana Airways, the Kingdom 
of Saudi Arabia and the People’s Republic 
of the Congo. Air studies were also 
started in connection with the James Bay 
hydro project and a proposed Montreal / 
Ottawa demonstration STOL air service. 


Air Freight 
Air Canada inaugurated all-cargo service 
to two new cities — Los Angeles and 
Copenhagen. The Los Angeles operation 
provides Pacific and west coast shippers 
with a weekly eastbound DC-8 to Toronto 
and Montreal, with convenient trans- 
Atlantic connections. The European cargo 
network was expanded with the addition 
of a weekly Canada-Copenhagen link 
using either all-freight or mixed cargo- 
passenger DC-8 aircraft. A DC-9 all-cargo 
aircraft was added to the fleet to replace 
the retired Vanguard freighter on routes 
to Cleveland and the Atlantic provinces. 
Four cargo and two mixed passenger- 
cargo DC-8s provided nine freight and nine 
combination flights a week to Europe and 


19 freight flights weekly to points across 
Canada. Cargo flights to the Atlantic 
Provinces were increased to nine each 
week with the DC-9 compared with five 
using the slower Vanguard. 

The trend towards containerization was 
extended to the domestic air express field. 
Volumes have grown to the point where 
it became possible to move express 
shipments and documentation together in 
closed containers between major Canadian 
cities, resulting in increased speed and 
efficiency, and reducing package loss and 
damage. 

The cargo charter market continued to 
expand, especially in the movement of 
livestock. The company operated 143 
charter flights, compared with 97 the year 
before. Of these, 86 were livestock 
shipments from Canada to points around 
the globe, an increase of 42 over 1971. 


Fleet and Facilities 

Air Canada accepted delivery of five 
DC-9-32 aircraft from the manufacturer 
during 1972 and purchased eight short- 


body DC-9-15s from Continental Airlines, 
six of which were delivered by year-end. 
Five of the latter were placed into 
passenger service, while the sixth was 
used as a freighter. Due to production 
problems, the delivery of the first of ten 
257-seat Lockheed L 1011s was delayed 
until early 1973. The company sold nine 
Vanguard and one Viscount aircraft to 
other operators. 

The operating fleet at December 31 
consisted of 106 aircraft: three 747s, 

38 DC-8s, 47 DC-9s and 18 Viscounts. 
Jets accounted for 98% of the seat-miles 
provided compared with 94% in 1971. 

Due to revised traffic projections, it was 
decided to order a fourth Boeing 747 for 
delivery in May of 1973 and to advance 
L 1011 deliveries. The company will take 
six of the latter during 1973 and the 
remaining four in early 1974. 

An agreement was concluded with 
Haas-Turner, a United States investment 
group, to lease two L 1011s for six months 
on an annual basis over a 15-year period, 
commencing May, 1973. The aircraft will 
provide additional capacity during the peak 
traffic period and in winter they will be 
leased by Eastern Airlines. 
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In matters of the environment, the 
company has taken positive steps for the 
reduction in overall noise and pollution 
and these improvements will increase as 
cleaner and quieter wide-body jets are 
added to the fleet. A $600,000 program 
to reduce smoke and exhaust emissions 
from DC-9 jet engines was nearing 
completion at the year-end, and other 
projects to minimize pollution in main- 
tenance and ground operations have been 
developed in recent months. 

At the company’s Dorval Maintenance 
Base, a new power plant facility and engine 
test house were completed. The $20 
million complex has some 300,000 square 
feet of productive area for engine main- 
tenance, support functions and office space. 
It also houses one of the largest and most 
efficient liquid waste treatment systems 
in Canada. The test house is considered 
one of the most modern of its kind. 

A $10 million line maintenance facility 
designed for wide-body aircraft was com- 
pleted in Vancouver. 

Construction also began on two new 
freight handling terminals, a 40,000-square 
foot facility in Vancouver and a combined 
cargo and ramp equipment building in 
Ottawa which provides 8,000 square feet 
of cargo space. Both projects will be 
completed in 1973. A 27,000-square foot 
addition was made to the Montreal freight 
terminal and new capacity was added at 
Edmonton, Cleveland, Miami and Frankfurt. 


Personnel 

Air Canada employees at December 31 
totalled 18,232, a 5.6% increase over 
17,266 the year before. Throughout the 
year, a program of planned reductions was 
undertaken for management and clerical 
categories using normal attrition and limita- 
tions were also instituted on increases in 
the direct staff. 

To maintain and improve the effective- 
ness of the airline’s personnel, a number 
of significant development programs were 
launched, including the introduction of 
improved work planning and review 
concepts, the extension of organization 
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development efforts, and the improvement 
of career management processes. These 
are designed to expand the capability of 
Air Canada’s personnel to support and 
improve all areas of the airline’s operation. 

Instruction in the French and English 
languages, and implementation of policies 
in respect to their use by and within Air 
Canada, continued during the year. Under 
the guidance of a special committee drawn 
from directors and senior officers, the 
company proceeded with programs to 
identify bilingual requirements and improve 
levels of proficiency. A significant step was 
an understanding reached late in the year 
with the Canadian Airline Employees’ 
Association which, in effect, endorses these 
objectives within the framework of a 
binding supplement to the collective 
agreement. 

Work continued on the translation of 
manuals and other written materials 
required to conduct business in both 
official languages. Close contact was 
maintained with the office of the Com- 
missioner of Official Languages and other 
concerned institutions, organizations 
and agencies of the government. 

With unprecedented growth in traffic 
straining physical facilities during the past 
year, the airline’s personnel performed 
admirably. The Board of Directors appre- 
ciates their efforts and wishes to extend a 
vote of thanks to them for their dedication. 


Outlook 

The past year was one of significant 
achievement for Air Canada. Not only did 
traffic growth resume, but the company 
showed great strength in areas of heaviest 
competition. 

This performance was due in large part 
to the value and quality of the support 
product offered by the company. As stated 
earlier in this report, trends indicate that 
today’s traveller shops for a total package, 
and Air Canada must control the availability 
and the quality of these support services 
to remain competitive. 

This is the motivation which has seen 
most major airlines diversify into travel 
related areas in recent years, be it hotel 
accommodation, car rentals or tour produc- 
tion. In addition, many carriers have recog- 
nized the growing demand for mass leisure 
travel and have expanded into the low-cost, 
non-scheduled field as well. These factors 
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are changing the nature of the airline 
business and Air Canada is fully aware 
of them. 

The year was a successful one in 
many ways and Air Canada will seek to 
continue this favorable trend. A number 
of problems must, however, be faced. 

The increase in 1972 traffic exceeded 
expectations, placing a very heavy load 

on personnel, fleet and facilities. A strength- 
ening of these resources will be necessary 
to maintain service standards, especially 

in view of anticipated growth in 1973. 

This will require an increase in spending. 

Inflation and rising operating costs are 
among the most serious issues confronting 
airline managements and continued pres- 
sure is expected throughout 1973. 
Operations remain highly labor intensive 
despite the use of more productive systems 
and procedures. Security measures will 
raise operating expenses; user charges 
for airports and airways facilities will 
continue to climb; governments are 
instituting new taxes and other charges on 
both facilities and operations, and in view 
of the ‘energy crisis’ in some parts of 
North America, fuel costs can be expected 
to increase. 

All these factors must be dealt with at 
a time when Air Canada’s revenue yield 
is declining seriously. While growing 
passenger volumes and productivity 
improvements help offset this downward 
trend, there is a limit to the cost increases 
that can be absorbed and a serious require- 
ment exists for more realistic pricing 
policies. The two recent fare increases in 
the United States were a strong factor in 
stopping the yield erosion for major 
carriers. 

To contend with these problems, 

Air Canada is placing new emphasis on 
modern management techniques including 
the adaptation of long-range planning 
concepts, personnel career development 
projects, and improved research programs. 
Areas where rapidly evolving computer 
technology can prove beneficial have been 
identified and major developments of 
long-term impact are presently underway. 

Air Canada has always had an excellent 
reputation for its operations. However, new 
forces in the travel industry now require 
the company to expand and alter its 
marketing concepts. In addition to efficient 
mainline services linking Canada’s major 
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communities of interest, and a network 
which meets the nation’s regional trans- 
portation requirements, Canadians deserve 
an airline that provides them with the full 
range of travel product they require. 
Important moves must be made in the 
near future if Air Canada is to capitalize 
on the opportunities that are at hand. 

The company, as the national carrier, 
is increasingly aware of the changing needs 
of the provinces in all aspects of 
transportation as an element important 
to the progressive and orderly development 
of the economy. To this end, a close and 
realistic liaison with all levels of govern- 
ment will be maintained to better assist and 
serve Canada’s domestic aspirations and 
its appropriate role in the international 
community. 
For the Board of Directors, 


) ea 
) 2 I, eo fhe 
Yves Pratte Sane 


Chairman of the Board 


March 30, 1973. 
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Statement of Income and Retained Earnings 
(Figures Shown in Thousands) 


Year Ended December 31 


1972 1971 

Operating Revenues 
Passenger $475,702 $410,407 
Freight and express 60,361 53,405 
Mail 16,159 16,677 
Charter 22,185 197550 
Incidental services — net 8,855 8,302 


583,262 508,341 


Operating Expenses 


Flying operations 121,648 107,661 
Maintenance 86,848 80,834 
Passenger service 65,980 54,371 
Aircraft and traffic servicing 89,824 195196 
Sales and promotion 84,209 75,638 
General and administrative 25,251 25:010 
Depreciation and obsolescence 64,010 58,769 


537,770 480,085 


Operating Income 45,492 28,256 


Non-Operating Expenses (Income) 


Interest on debt 32,487 31,861 
Interest capitalized (2,712) (3,868) 
Loss/(gain) on disposal of assets 967 (527) 
Non-operating income — net (2,466) (2,072) 

28,276 25,394 

Net Income Before Deferred Income Taxes 17,216 2,862 

Deferred Income Taxes 8,568 1,200 

Net Income 8,648 1,662 


Retained Earnings 


Balance at beginning of year 34,151 32,689 
Dividend (200) (200) 
Balance at end of year $ 42,599 $34,151 
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Balance Sheet at December 31 
(Figures Shown in Thousands) 


Assets 


Current 
Cash and short term investments (Note 1) 
Notes and accounts receivable 
Spare parts, materials and supplies (Note 2) 
Prepaid expenses 
Deferred income taxes 


Investment in Associated Company — at cost 
Property and Equipment (Note 3) 


Deferred Charges — Unamortized 


1972 1971 

$ 40,911 $ 34,890 
66,105 597573 
25,683 24,646 
2,256 2,340 
10,157 10,394 
145,112 131,843 
8,627 8,897 
662,107 639,432 
18,416 19,848 
$834,262 $800,020 


Earl H. Orser, Vice President — Finance 
February 26, 1973 
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Liabilities 


Current 
Current portion of notes 
Accounts payable and accrued liabilities 
Salaries and wages 
Unearned transportation revenue 
Interest and dividend payable 
Air travel plan deposits 


Notes and Debentures (Note 4) 
Deferred Income Taxes 


Shareholders’ Equity 


Share Capital 
Authorized 250,000 shares par value $100 each 
Issued and fully paid, 50,000 shares 


Retained earnings 


1972 1971 

$ 528 $ — 
62,015 63,331 
22,859 Opie 
23,534 16,827 
7,210 7,310 
1,901 1901 
118,047 109,096 
640,114 631,602 
28,502 ZO A 
5,000 5,000 
42,599 34,151 
47,599 395101 
$834,262 $800,020 
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Statement of Source and Application of Funds 


(Figures Shown in Thousands) 
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Year Ended December 31 


Source of Funds 1972 1971 
Net income $ 8,648 $ 1,662 
Add: Depreciation and amortization 63,083 57,353 

Deferred income taxes 
(less current portion) 8,331 1,075 
Funds from operation 80,062 60,090 
Notes issued (less current portion) 8,512 84,000 
Disposal of assets — net 857 293 
89,431 144,383 

Application of Funds 
Property and equipment and progress payments 84,988 116,387 
Deferred charges 195 3,708 
Investment in associated company (270) 489 
Dividend 200 200 

85,113 120,784 

Increase in Working Capital $ 4,318 $723,599 

Notes to Financial Statements 

1. Cash and Short Term Investments 2. Spare Parts, Materials 

and Supplies ($000) 

The company has entered into an 1972 1971 
agreement to acquire an interest in Wardair Saris PRN == ee 39,597 39.510 
Canada Ltd. The completion of the transact- Accumulated obsolescence 18,002 18,749 
ion is subject to certain conditions 21,595 20,761 
including final approval by the regulatory Materials and supplies — cost 4,088 3,885 
authorities. Cash and short term investments 25,683 24,646 


include $2.7 million held in escrow in 
connection with the agreement. 
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The corporation provides for the obso- 
lescence of aircraft spare parts, less their 
estimated residual value, by charges to 
operating expenses over the service life of 


the related aircraft. 
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3. Property and Equipment ($000) 


1972 1971 
Cost 
Flight equipment and 
components 706,563 705,454 
Ground equipment and 
facilities 221,485 177,644 


928,048 883,098 
331/271, 316,320 
596,777 567,778 

65,330 71,654 
662,107 639,432 


Accumulated depreciation 


Progress payments 


Depreciation is provided on a straight 
line basis to reduce the assets to estimated 
realizable value over their service lives 
which are subject to periodic review. 
During 1972 the service life of Boeing 747 
aircraft was increased from 14 to 16 years 
and the annual depreciation provision 
decreased from 7.0% to 6.1% of cost. As a 
result, depreciation expense for 1972 was 
$821,000 less than it would otherwise 
have been. During the year the company 
disposed of 14 turbo-prop aircraft. The 
result of the disposals and the write-down 
of retired turbo-prop equipment to estim- 
ated realizable value was a loss of 
$1,759,000 which is included in Loss/ 
(gain) on disposal of assets. 


4. Notes and Debentures 


Maturity Interest Principal 
Date Rate (%) Amount 


($000) 

Demand Notes 3.5 27,000 
Six month revolving 

notes 3.9-4.1 227,371 
Long term notes and 

debentures 1973 3.9-7.4 22,680 

1976 5.2 33,342 

1977 5.2-6.6 33,360 

1979 5.6-6.4 67,000 

1980 6.7-7.2 90,000 

1981 4.2-7.6 46,283 

1985 5.9 17,497 

1987 5.2 67,069 

631,602 


Notes amounting to £3,861,000 issued 

in 1972 subject to equal semi-annual 

payment of principal plus interest 

at 514% over 10 years 1973-1982 8,512 
(less current portion) 640,114 


The notes and debentures totalling 
$631,602,000 due to the Government of 
Canada and Canadian National Railway 
Company are customarily renewed as they 
mature. 

Included in long term notes and deben- 
tures maturing in 1980 and 1981 is 
$51,000,000 U.S., payable in U.S. funds 


which has been converted at the exchange 
rates prevailing at the dates of issue. Based 
on the exchange rate at December 31, 
1972, the principal amount would be lower 
by $3,783,000. 


5. Commitments 


Commitments for the acquisition of 12 
aircraft and related spare engines at 
December 31, 1972, after deducting 
progress payments, amounted to approxi- 
mately $158,500,000. Subsequent to 
December 31, 1972, the corporation com- 
mitted to purchase an additional Boeing 
747 at an approximate cost of $27,000,000. 
Financing arrangements have been made 
for $30,825,000 of these amounts. 

Anticipated delivery of aircraft is 


as follows: 

1973 1974 
Douglas DC-9 2 
Lockheed L1011 6 4 
Boeing 747 1 


Commitments for ground facilities and 
equipment amount to $6,500,000. 

There is a commitment to a supplier to 
use 100,000 hours of its services in each 
of the next three years; the cost of com- 
parable services in 1972 was $1,200,000. 

Annual rental payments under long term 
leases in effect at December 31, 1972: 


($000) 
Aircraft — 2 L1011 2,364 
Facilities 8,364 
10,728 


6. Pensions 


The corporation is retiring the unfunded 
liability of its pension plans by annual 
payments of $2,096,900 as required by the 
Pension Benefits Standards Act. The 
present value of these amounts was 
$23,000,000 at December 31, 1972. 
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Ten-Year Review 


ial ($000) 


Passenger Revenue* 
Operating Revenues 
Operating Expenses 
Operating Profit 

Net Income/ (Loss) 
Dividends 

Interest 
Shareholders’ Equity 
Notes and Debentures 
Total Assets 
Working Capital 
Operating Margin 
eturn on Investment 


Passengers Carried (OOO) 
assenger Miles* (OOO) 
at Miles* (O00) 


* 


id per Reve nue Ton 
ra ing Exper se per Revenue Ton Mile 


__ Average Aircraft Utilize ; 
~ (Revenue Block Hours) * * 
Availa es per Employees 
Available Ton Mit »Revenue Block Hour™* * 
a? ; Personnel at Year 
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1972 


475,702 
583,262 
537,770 
45,492 
8,648 
200 
32,487 
47,599 
640,114 
834,262 
27,065 
7.8% 
5.7% 


8,359 
7,901,378 
12,169,049 
65% 
6.02¢ 
223,524 
1,141,059 
2,215,234 
52% 
51.12¢ 
47.13¢ 
3.99¢ 
24.28¢ 


as 


7,773 
. 18,232 


1971 


410,407 
508,341 
480,085 
28,256 
1,662 
200 
31,861 
39,151 
631,602 
800,020 
22,747 
5.6% 
4.6% 


7,436 
6,426,830 
11,705,813 
55%: 
6.39¢ 

201 493 
957,283 
2,122,442 
45% 
53.10¢ 
50.15¢ 
2.95¢ 
22.62¢ 
546 
20.85 


124,221 121,21 
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1970 


387,486 
478,259 
457,396 
20,863 
(1,072) 
200 
31,920 
37,689 
547,602 
707,900 
(852) 
4.4% 
4.5% 


1969 


SOL, 127 
404,652 
386,188 
18,464 
1,548 
200 
25,246 
o2.120 
467,602 
594,912 
10,503 
4.6% 
4.8% 


1968 


328,137 
387,628 
359,610 
28,018 
8,184 
200 
18,247 
24,614 
392,820 
508,391 
11,536 
7.2% 
6.3% 


1967 


295,553 
345,611 
329,731 
15,880 
3,547 
200 
13,857 
16,630 
302,820 
387,451 
16,560 
4.6% 
5.2% 


1966 


243,877 
289,943 
275,990 
13,953 
2,910 
200 
11,580 
13,283 
235,820 
306,468 
27,616 
4.8% 
5.4% 


1965 


209,926 
250,126 
237,401 
T2125 
3,990 
200 
11,298 
10,573 
235,820 
287,928 
51,139 
5.1% 
6.1% 


1964 1963 
177,092 167,653 
213,910 199,390 
203 527) 188,121 

10,383 11,269 

1,406 528 

150 _ 
11,491 11,619 

6,783 5,528 
235,820 237,471 
275,361 269,342 

S212 21079 

4.9% 5.7% 

5.2% 4.8% 
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7464 
6,427,811 
11,207,267 
57% 
6.03¢ 
184,782 
946,241 
2,053,855 
46% 
50.54¢ 
48 .34¢ 
2.20¢ 
PPO Be 
543 

19.09 


6,563 
5,740,299 
10,058,407 
57% 

5.80¢ 
148,201 
788,528 
1,663,262 
47% 
51.326 

48 .98¢ 
2.34¢ 
23.22¢ 
514 

17.16 


8:00 
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6,469 
5,616,011 
9,716,545 
58% 
5.84¢ 
122,916 
732,456 
1,503,770 
49% 
52.92¢ 
49.10¢ 
3.82¢ 
23.91¢ 
489 

15.30 


6,393 
97221,308 
8,054,458 
65% 
5.66¢ 
85,653 
649,870 
1,227,164 
53% 
53.18¢ 
50.74¢ 
2.44¢ 
26.87¢ 
447 

14.13 


8:38 


\2) 27,556 


4/333 


5,294 
4,193,212 
6387,251 
66% 
5.82¢ 
74,588 
534,522 
1,009,394 
53% 
54.24¢ 
51.63¢ 
2.61¢ 
27.34¢ 
422 

14.59 


4,753 
3,542,867 
5,458,263 
65% 
5.93¢ 
56,100 
444,139 
868,104 
51% 
56.32¢ 
53.45¢ 
2.87¢ 
27.35¢ 
398 

14.60 


4,189 
2,923,842 
4,642,431 
63% 
6.06¢ 
41,197 
368,305 
714,866 
52% 
58.08¢ 
55.26¢ 
2.82¢ 
28.47¢ 
384 

13.58 


3,967 
2,701,899 
4,586,419 
59% 
6.21¢ 
32,020 
331,114 
668,394 
50% 
60.22¢ 
56.81¢ 
3.41¢ 
28.15¢ 
3/3 

13.04 


6:24 
57,685 
3,744 
11,330 
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